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The Serrano Supreme Court decision and subsequent completion of trial in

Los Angeles have caused policy makers in California to search for dfastic departures

from the current system of public school finance. Several types of alternative

finance systems are being -Ommoted in the political competition for support of re-

placements. Citizen and legislative evaluation of these proposed alternatives is

being confused by the employment of diverse interpretations of Serrano. Though the

court's decision invalidating the current method of finance may appear to indicate

clear-cut methods of repair, a careful analysis of criteria implied by reform pro-

\
posals and the logic of Serrano reveal substantial divergences. This paper argues

that Serrano criteria prohibit most proposals currently being promoted to make

California's school finance system constitutionally valid. And further, an evalua-

tion of several types of finance systems suggests that a relatively unconsidered

method of reform,coordinated tax base sharing, would best conform to political and

court criteria for public school finance.

Criteria inferred by Serrano

California's Supreme Court ruled that the current

finance "invidiously discriminates against the poor" and

method of public school

is therefore unconstitu-

tional be cause, in the case of public schools, the form of discrimination now used

to make educational opportunities available to use "violates equal protection

1/
rights." The chain of reasons which led to this conclusion is as follows. Access

to education opportunities in public schools, a "fundamental interest" of all

children and parents, cannot be "conditioned" on the state's wealth classifications

unless the state can supply a "compelling" reason for doing so.

1/ See West's, 1971.
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Local property tax base is a state system of wealth classification. The

court ruled that local property taxation could be used to finance school expenditures,

but only in a manner such that the amount of property tax base in a district, or

possessed by a particular family, does not make family access to public educati'n

opportunities unequal to that which could be obtained in other districts or by other

families in one's own district. This does not mean that equal expenditures per pupil

are required in all districts. It means that neither the amount of tax base per

pupil in a district, nor that held by any family or group of families can "condition"

a pupil's access to public schooling.
Thus Serrano is not a complaint against local

property as a school tax base, but by inference, is a criticism of the rationing

function that local property taxes perform in the current finance system

The phrases "conditioned by wealth" and "function of wealth" are used in the

Serrano decision to distinguish legislative
classifications that (1) cause discrim-

ination based on those classes to be effective in allocating a public service,,from

(2) those cases where legislative classifications are useful for some purposes other

than rationing access to a service (e.g. provide revenues). For example, the state

might finance park services with taxes that classified taxpayers by individual

wealth or wealth of the district in which a taxpayer resides. Assuming access to

parks was a "fundamental interest" of all families, such finance arrangements would

not "invidiously discriminate" so long as tax liabilities so baSed did not act as a

constraint making the marginal
(financial) cost of more park service greater for ope

district than another, or making a family's individual marginal (financial) cost of

more park service greater in one location than in another. Therefore, families

could be assessed a park tax that varied with family wealth and area of residence.
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And this would not violate equal protection rights so long as park provision

(location quantity and quality) criteria excluded the tax classifications, and so

long as park fees, or other rationing criteria imposed on individual park users,

excluded the tax classifications. If the state were to use tax base criteria in

fixing legal constraints on park expenditures benefiting specific groups of citizens,

then citizen access to park services would be a "function" of the state's wealth

classifications. If park admission fees were varied according to diStrict or to a

family's park-tax base, citizen access to service would be "conditioned" by tin

state's wealth classifications.

The Serrano decision criticized local property tax reliance in the state

finance system because the amount of tax base in a school distri-ct-Was allowed to

determine the "amount of revenue available" in any district for per pupil expendi-

V
Lures. The state's wealth classification is a key variable for determining the

(tax) price of public schooling per pupil in each district's spending constraint.

In addition to assigning economic burdens to individual families, local property

taxes also make "... the quality of a child's education a function of the wealth of

his parents and neighbors." That is, the state's wealth classifications are

allowed to perform a rationing function. Two consequences of this use of wealth

classifications seemed to bother the court.

First, the child class in the Serrano suit had financing for public school

expenditures limited by the district property tax-base in which their parents

happened to reside. Since districts were organized such that tax base pe, pupil

varied considerably from uistrict to district, this led to "substantial disparities"

min expenditures per pupil and the state's wealth classification thus bf?came

2/ "amount of tax base available" would have been superior terminology since

"revenue available" is the consequence of both wealth constraints and willing-

ness to sacrifice ---- the influence of preferences on choice.
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,

effective in rationing access to "educational opportunity." Great interest and

motivation on the part of citizens in "poor" districts --- to overcome their rela-

tive wealth disadvantage, by imposing school property tax rates higher than those

imposed by "rich" districts --- did not eliminate expenditure disparities. Neither

was state equalization or supplemental aid found by the court to be a legal cure for

the consequences of local property base constraints on local school district supply

decisions:

Second, the parent-class in the Serrano suit enrolled their
children in the

district of family residence and paid (school) property taxes there. _Family calck;-

lation of cost that would result from marginal changes in district school expendi-

tures per p il was dominated by concern
for local tax rate changes that would be

required fo altered expenditure levels. There were of course other variables in

family marginal cost
calculations, but the court reasoned that matching aid pro-

visions and other forms of discrimination (among districts and types of students)

did not constitute a cure for the effects of making individual parent costs of pro-

viding access to public educational
opportunities` a function of district wealth.

Vlore plainly, equally wealthy families in the state would face very different costs

of expanding public School expenditures per pupil depending upon the district in

which they were to reside.
Defendants in the Serrano suit argued that the state

school finance plan did not directly admit parent wealth classifications into sche-a:

rationing criterial and that "indirect", discrimination among parents on the basis J!

district wealth, was permissible. The Supreme Court rejected this claim. The

clecision'staies, "We think that discrimination on the basis of district wealth 's

3/ :bd., West':,, 1971, pp. 625. In the court's (borrowed) words, "... that as a

direct result of the financing system they (parents in poor districts), arc, re-

quired to pay taxes at a higffbr rate than taxpayers in many other districts in

order to secure for their children the same or lesser educational opportunities
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equally invalid. (and that) ... the school finance system discriminates on the

basis of the wealth of the district and its residents.
I/

It seems obvious to economists that an individual's wealth and the wealth of

other taxpayers in a district will constrain individual choices and modify, revealed

preferences. No law can prevent wealth status from "conditioning" choices, includ-

ing those for public school provision. The court decision does not deny or ignore

this economic reality, though some of the language used in Serrano might be so

interpreted. More reasonably, the judges disagree with the notion that local con-

trol over public school expenditure decisions requires that locally spent revenges

ce largely derived from taxes on local wealth. So long as local assessed valuation

is the primary source of district revenue, equally situated families face tirifi-

cantly different private marginal costs for public schooling depending upon the

family's residency. The court's complaint 'with inclusion of such wealth classifi-

cations in education legal criteria is that inclusion "actually deprives" those in

"poor" districts of choice based on marginal (financial) costs equal to marginal

(financial) costs faced by those in "wealthy" districts. The court concluded that

any defense of, current arrangements leaving local wealth classifications binding on

local public school expenditure budgets on grounds that such discrimination is

necessary for decentralized school decisions,, is a "cruel illusion for the poor

school districts."

School District Financial Constrain&

The constitutional criteria implied by Serrano can be more rigorously statcri

by-iirt-re.dueltfr,- notion of a district financial constraint (DFC). In a dcccdtral-

Nnt's, 1371, pp. 615.

5/ Op.Cit., :Jost's, 1971, pp. 620.
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ized public school system,. state government sets financial rules that define the

permissible sources and amounts of revenue that local school districts May spend.

This very complex and extensive set of finance rules faced by a school district is

ith
.

its DFC. In California, the essence of a DFC for an 1 school district can be

sunmarized as follows:

**

(1) Ei riWi + -aiWi) + R + ci (1.1 + mi Ei

Ei = expenditures per a.d.a. in ith district

f
ri = school property tax rate in ith district, 0<r.<1

W.
1

= assessed valuation per a.d.a. in ith district

*
W = foundation aid level per a.d.a., less flat grant aid per a.d.a.

4

a., = equalization aid rate for ith district,
'

0<a.1 <r.
1

amount per a.d.a.

* * e *
being (W -a.1 Wi ) for (W -a

i i i
W) >0 but zero for (W -a) <0.W.

a

*,
R = flat grant per a.d.a.

c.
1

= supplemental aid rate for ith district which is positive (o<c
1 1

<r.)

** **

for(U -W.1 )>obut ci
1

=ofor (W -W.) <a.

**
W = supplemental aid level determined by local tax rate limit constraints.

Ir1 = expenditures aid rate for matching grants to ith district

The DFC implies a balanced budget must be maintained. All revenues are

§/

d2r ved from either local taxes (riWi) or state aid (it Si).
State revenues spent

E2,/ Weral grants-ir-aid and revenue sharing revenue sources are ignored in

this discussion.



7-

in local districts are received in four forms: flat grants per a.d.a. (R );

equalization
aid (14 -a-M. );

supplemental and tax (rate) limit aid ( OW
**

-W.); and

matching grant funds (miE.). notice that local tax revenues and three sources of

state aid are functions of W. (district wealth in Serrano terms). The amount of i
th

.district revenue per a.d.a. that is derived from state transfers in each fiscal

period is defined as:

1,..(2) ksi = R* + (W*-afWi) + ci (W**-Wi) + miEi > R

It can be seen that state transfers are inversely related to district assessed

valuation per a.d.a. This feature of DFC's does not constitute a cure for the

Serrano invalidation of the system. In the post-Serrano period, state government

greatly expanded state aid to school districts, primarily poor districts, through

greater supplemental aid and compensation for property tax rate limits. Obviously

t46 court ruled that the "revised" financial plan would serve as an interim law but

that such wealth discrimination in favor of lower wealth districts
amounted to an

ineffective patch on a basic structure that would have to be redone.
11

By rearrangement the DFC and state aid formulas become;

* *
.W
**

(1.1) E. =
r -(a +c )

. W. +
W +R +c

1 1-m.
1 1-m.

(2.1) Rsi= IiR*+W*+c.W**+m.E.1 - W. >
R*

Clearly both of these formulas and their conditions on parameter size must

*

;Iold in each fiscal period for each district,
thus making E. > R and both local

*

arJ state revr'nue sources above R functions of W.. From (1.1) the following VFC

1/0.+c1)< r .must, and does, hold.
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relations are imposed by the state:

A ;1a..Ei.= r
i

+c)
>0/aW1

1-m.
1

A Ei/Ar.

1
=

Wi

T mi

Assuming,that aia ci and mi are constants and equal for all districts, except

Mienoneorbothofa.and ci are zero for high wealth districts, it can be seen,:

that the impact on Ei of a unit increase in Wi for a given ri, is greater for

districts above the equalization and supplemental aid Sit -offs. This is because,

when a district is below cut-off levels, growth in Wi will decrease state aid, all

else the same. Wo such marginal sacrifice is experiencied above the cut-off levels.

TheAElAr:relationshowselattheimpactonEiofilunitcharigeirir.1 is

proportional to a district's local assessed valuation per a.d.a. Sri
is

,

larger the greater is Wi: A diagram of representative DFC's will illustrate the

problem seen by courts in allowing pupil access to Ei to be conditioned on access to

Wi. Assume thRt a poor district has local tax base per a.d.a. equal to ,W1 and a

wealthy district has W2. The intercept K represents the Amount of Ei that a dis-

trict could conceptually support even if Wi was zero. From the DFC in equation

* * **

(1.1), K is equal to
W +R +c

i .
Itan be seen, then, that for ai, ci and mi the

1-m.
!

-Ame, district one must levy a higher property tax rate than district two in order

8/

to achieve any-given level of Ei, E is used for illustration. If c
2
= o and

:1 For district two. where ai = ci = o, the relations oecome:

r
2 >0

AE
2/4W = 1 -m2

2

AE,
W
2 >0,

cfA 2 = 1-m
2

tr)
_h.. 4./
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c1 > o, then K
1

> K
2

is implied. Some of the difference in required rates for

equAl Ei is then removed. But supplemental aid, as its nameiffpliesis a'relatively

minor source Of state aid. Realisticly, differences produced by supplemental aid

in the basi's from which local revenue may build will not negate or reverse the

9/

illustrated -disparity featured in the Serrano decision.
The effect of cl > o,

e2 = o is-illustrated by setting Ki = IC an arbitrarily small dietince above K

(a ci = c2> o position), ,

The first Serrano criteriO, described from the point of view of the child

class, can now be stated. It slay: in essence that the influence of state wealth

clasiificationS on,"disjtrict prices" of education must be zero:

I. The OFC . confronting i
th district citizens must have the property that

ai/au.7= o, for ri and state defined parameters for computing Rsi given.

' "1

This says that growth in Wi, all else the same, cannot increase (or decrease)

the amount of E. made available in the district. For A Ei
/AW

$ ol district prices'

will be wealth discriminatory and a child's access to educational opportunity via

public schooling expenditures, which depends upon the tax rate district citizens

must take upon themselves to achieve (,y givenlevel of E. will vary depending

10/ 1

upon the district where the pupil happens to reside. 4

A second Serrano criterion, described from the point of view of the parent

class, can also be stated in terms of UFC. It requires that "family prices" also be

invariant to changes in district of residency. The financial cost of publiC school-

A

9/ There is a further complication. Disparities caused by wealth differences and

modified by "reverse" wealth discrimimition merely shift disparities (e.g.to

"middle wealth" districts or some ether portion of the state's wealth,classi-

fication).

12/ Equal "educational opportunity" may require that some classes of students have

across to 0-eater public penditures than other students. This is posstble

within the Serrano criteria but isineither reguixed nor found to be desirable
./'

by the Serrano decis on.
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ing from the point of view of an individual family is a function of the family's

tax base status and the amount by whichrtax rates must increase to the family if,

district expenditure per a.d.a. is increased by one unit.

In,anyzfiscal period the amount of state revenue that mu- -,nsferred to

'd

districts is (ada)
i

R
si'

for d districts. The state must , , .,e this total sum

1=1,

with a state (school) tax. For this discussion of the existing school finance

.

system and ell proposed tlternative finance systems,,assume the state levies a ro-

portional tax on family income (yk) of all families in the state. The state tax

rate (t) levied.in citizens in any i
th district is not a function of R

Si
or r

For ease of discussion t = E (ada)..R

i1
si

for y
k
equal tp the k

th
family

E Yk
k=1

income base, f families in the state.

A k
th family's perceived marginal (financial) cost, FNC

ik'
of a unit increase

in the family's own ith district,Ei is given by:

(3) MCik
ik

= Ar. w Aty
k

where w
ik

is the family's i
th district property tax base. Under our assumptions for

t, family price with respect to ARsi (induced by AE1) is determined by At which is

ihot a function of W.. However, family price, for a unit increasq in Ei, with

respect to the portion financed within the district is determined by Ari. It was

argued above that, for the existing system of school finance, A Ei/At. Aas a

, 1
f 1

(nrOportional) function of Wi. the greater is district wealth, the smaller will be

i

the required increase in r.
I

to a family for district purchase" of a unit increase
11/

in E.. Or to state the proposition yet another way, equal status families in the
1

'1/ That is, same family income and individual property tax bases.
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stat, realize unequal, marginal financial burdens from increased expenditu-es per

a.d.a. if th ,es reside in districts with unequal assessed valuation per a.d.a.

The second Serrano criterion for education finance can be stated as:

II.TheDFC.constralning the public school choices of any k
th family must have

the property that A
4EiIQr AW. = o.

This says in essence.that "family prices" for public school expenditures must

not vary between possible district locations, e.g., between the i
th

and j
th

districts:

12/

FMC = FMC
lk jk'

eus, by criterion I "district prices" must not depend upon district wealth;

by criterion II "family prices" must be independent of the wealth located in the

district where'the family has its residency. A conceptual problem arises, however.

In the equatioh (3) specification of FMC, each district Wi can be viewed as a com-

bination of two types of property. First, taxable property with burdens that will

be borne totally by assessed individuals within the district. And second, taxable

property with burdens that are largely "exported" from the district or that have

unknown incidence. It can be assumed that residential property fails in the first

category. Large proportions of a district's commercial-industrial-agricultural

property make upthe second category of Wi. For convenience of discussion, assume

that the portion of wi identified for the first category is E wik, for n families

k=1

in the i
th

district. Property of the second type is represented by the base W.

Teen:

(4) W. = wik(a.d.a.)i + Wi (a.d.a.)i

12/-NotealsothatisproportioRaltomand if m i m. then FNCik f MC
ik.i i J

i

However this form of price discrimination is permissible so long as differences

""in m aro not based on a wealth classification.'
, \ ,. .

..... 4-
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which implies that FilCik is:

(3.1) FMCik = Ari(wik ± skq) qty

where s
k

is the perceived family "share" in tax burdens associated with increased

localtaxationofW.type property in the district. Not much is known about s
k

perception's. However, it is clear that a family't*minimum share of burdens is zero,

s
k
Lo. Further, the definition of implies that E S <1. Thus, FM wil; by

k=1
k

Cik

greater for W. = E wik ( W. = b which is the relation assumed in equation (3)) than

for equal Wi, lei>o, since each dollar increase
--,

in Wi
c would reduce E w by one

I

,,%

dollar and perceived tax-burdens by more than one dollar.

The belief, that families in districts with higher q // E wik ratios face

/Ilower FHC than equal status families in equariW Widistricts with lower E Wik

ratios, was stated by Justice Powell. who wrote the U. S. Supreme Court, majority

decision in Rodriguez:

Appellees further urged that the Texas system is unconstitu-

tionally arbitrary because it allows the availability of local

taxable resources to turn on "happenstance." They see no

justification for a system that allows, as they contend, the

quality of education to fluctuate on the basis of the fortui-

tous positioning of the boundary lines of political subdivisions

and the location of valuable commercial and industrial property...

(but it is) icpevitable that some localities are going to be

blessed with more taxable assets than another...For instance,

commercial and industrial enterprises hay be encouraged to

locate within a district by various actions---public and

private...(but) it has simply never been within the constitu-

tional prerogatives of this court to nullify statewide measures

for financing public services merely because the burdens of

benefits thereof fall unevenly depending upon the relative

wealth of a political subdivision in which citizens live."

Clearly, both appellees and the U. S. Supreme, Court majority assumed that greater

We: was a local district advantage in terms' of citizen tax burdent for school support.
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It should be made clear, however, that if sk = o,then there is no Serrano

(. c
criterion problem so long as a

AE
1/Ar

\
) AWi = o. For sk>o, the sign of AFNC/AWi

c

1,

is negative because Ari represents the change in local rate required for a unit

increaseinE.andAisa.functiOnoft is also clear that
1

ri
1

A

(
Ari Arid/AV', c is negative --- a lower rate is required for L unit increase in Ei

"1 ,

all else the same. It is not clear whether in all cases a family move to an equally

wealthy district with a higher 1/
AI. ratio will lower FIIC since the staff lity of

1'

S
K
with respect to family location is unknown.

Since_for individual families little can be said about the size of s
k'

it

will be safe to employ an arbitrary assumption. Statewide, the sum of burden shares

must reach one (or nearly so; only burdens "exported" from the,state will cause the

sum to be less). And each district's "exports" are another district's imports.

This will lead individuals to see that all burdens placed on tli property will be

realized in lower income receipts or lower purchasing power of money income. For

convenience of discussion, assume that AriskW = Apkyk; district property taxes on

W.
1

are viewed as a proportional decrease in personal income. We therefore ignore

the conceptual difficulties of reconciling criterion II with district alincations of

W. type property base in the remainder of this discussion. Obviously, a grave

1

practical problem remains in reconciling any local-control school finance system,;

which allocates Wc type property tax base unevenly among districts, with Serrano

criterion II.

Oternative DFC Specifications

Various reform school finance systems are being proposed as replacements for

current finance institutions. These proposals can, in most instances, be described
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as respecifications of DFC's within which citizens must choose rates of taxation

(ri, t) and amounts of public school expenditure (Ei). In this section several

proposed reforms are evaluated for conformity to the Serrano criteria (I and II)

stated above.

(I) Full State Funding: most writers in the area of school finance acknowl-

t

edge full state funding of public schools as a valid method of solution,, even though

individual writers differ somewhat in their interpretations of Serrano. Full state

funding would almost certainly be in conformity with criterial and II aboN. For

example, if:

(1.2) E. = R*

(2.2) Rsi = R
*

d *d f

then z R .(a.d.a.)i = R.E (a.d.a)4 . tz yu by the previous assumption
i=1 si i.1 \ ' k=1 "

that state taxes are proportional to family income. This system conforms to cri-

Aerion I since by (1.2) ili/AW. = o and 6Ei Ar. = o. The kth citizen would face a
1 1

FMCdequal to At yk, required by any change in R*, and this family price would not

depend upon district residence; therefore, FNCik = FHCjk and criterion II is also

met. Full state funding would not conform to Serrano criteria if the amount of

13/

stateaidperpulli"si"1"edeterini""3""""contairlin01Neither
would full 'state funding conform if the amount of family tax varied by residence - --

e.g. tax credits fdr rural school district residents or disallowed income deductions

within wealthy schOol districts, etc.

13/
AEi

/AW.AW. < 0 does not conform by a strict interpretation of the Serrano logic;

that is, poor families residing in wealthy districts would then be subject to

wealth discrimination and could reactivate the Serrano class suit.

I,
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The most frequently posed reason for looking beyond full state funding alter-

natives is the loss of local district control over choice of E. that state funding

implies. If state government allowed local districts to "supplement" state aid with

localtaXreVenues,t1m1DFC.orE.vmuld be a function of W or some other form of
1 1

Pi/

local wealth that would be equally objectionable to courts. Under full state fund-

ing, state government mist assume a policing function to prevent unauthorized supple-

ments.

(2) Expansion of State Supplemental Aid: Dominant thinking among education

administrators lends supPOrt to proposals that would greatly expand state aid but

up to levels far short of full state fUnding and control over local tax and expendi-

ture decisions. Justification of this approach is based on a false interpretation

of Serrano which says that the current method of school finance is unconstitutional

because districts have unequal wealth per pupil. If such differences were "off-set"

with supplemental state aid, each district would have equal access to revenue, local

property taxation could be retained as a source of local expenditure finance, and

local district control over expenditure per pupil could be maintained.

It is clear from earlier discussion of the post-Serrano period of revised
04,44

school finances that such protedures have not and will not be found acceptable by

courts. Suppose for example that:

**

(1.3) E. = r + c. (11)

**

(2.3) R
si

= c. (W - 7.W.)

14/ Public School "extra" courses financed on a user charges basis, is an example.



-17-

**
for W equal to the current assessed value per pupil of some "target district" in

**

the state. And c. is the proportion of equalization between W and the district

revenue that would be produced by a maximum permissible rate, T. All districts with

th

low wealth per a.d.a. would receive positive grant aid up to some j district for

**
which . W = c.TW.. Strict "equalization" of wealth would require that districts

cj
J J

with assessed value per a.d.a. greater than . be required to transfer funds to the

state in the amount of Rsi <o. Since this would in effect make Tan additional

state tax levied only on higher wealth districts, proponents of expanded supple-

mental aid have argued either that W
**

be set so high that (W
**

- 714h) > o for

**

W
h
the highest wealth district, or that c. = o for districts with (W - TW.) <o.

Then all districts would realize R
si

>o.

Alternative specifications of expanded state supplemental aid vary primarily

in the total state tax bill that would be-required to "equalize" resources. All

versions of this approach fail, however, to satisfy Serrano criteria I and II.

Naicethatfor(1.31,6EiAW.=r.-c T which is equal to zero for only those.

districts realizing a ratio of ri to Tequal to ci, the proportion of equalization.

Further, 6( 6Ei/6rii/614, = 1 > o; thus the aid program does nothing to change the

feature of current school finance methods which cause each dollar of increased W.

to proportionately increase the amount of Ei that can be supported by any given

local tax rate. This is the effect of greater marginal district wealth on "district

price" no matter what the district realizes in supplemental aid, Rsi o.

It can be seen that FM
ik

is unchanged from equation (3), page 12, which

represents family marginal costs in the current finance system. Thus, FMCikt FMCjk

sinco6Eihlr.isstrictlyproportionaltoW_Fundamental forms of wealth

'10
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discrimination existent in "family prices" within the present system remain in ex-

panded supplemental aid systent.
15/

(3) System Weutr, (Feldstein proposal): A recent novel approach to

Serrano has been proposed on the erroneous premise that courts objected to "outcomes"

--- the results of state-controlled constraints and individual behavior as revealed

in district expenditure levels. The system neutrality approach asserts that Serrano

requires government to engage in greater wealth discrimination, to anipulate

"district prices" according to a formula based on Wi and statistical artifacts of

"system behavior" until a statistical neutrality is achieved between state-wide

observations on E., W. combinations. The neutrality criterion states that discrim-

inatory "prices" should be tailored for each district such that a statistically

estimated, system coefficient al is made equal to zero. This coefficient is to be

estimated by the least squares method for the specific equational form:

hiC...-ao "+.1 111w..4. pi . No justification for selecting this specific equational

form among possible alternatives is provided by Feldstein. Further, no method,

either statistical or legal, is provided to resolve disputes that will surely arise

over the meaning of "neutrality" when al, estimated for alternative equational forms,

has multiple non-zero values.

The Feldstein procedure for estimating al is as follows:

(1) assume, al = 01 02 YRN EailXiVI

ti

(for Ws constants and y's constant elasticities for variables in'sub-

16/

scripts.)

15/ Feldstein, 1975 p. 75-89.

16// p is for district net price and X. are (presumably Ad hoc)

variables which statistically "eqlain" non -price influence of -W. observations

on ct

1

1



p

Then, In Ei =
Bo

+ (5,+a,,cpwy_..+Eajyx1w) In Wi + ci

(ii) define a district's (marginal) net price (Pi) as:

P.
1

1-m. where mi has the same meaning as above.

Then, 1r1 P. = In (1-m.) = k + y
pw

In W.
1 1 1

(iii) estimate B2 as a
2

from:

In E. =
Bo
+B1 In W

i
+a

2
In P. +EB.X. +e.

1 , 1 J J 1

(iv) Then, a
1

- g'
2
yp

w
= b

l'
estimate b

1
as 1b

1
from

ln E. -
2

ln P. = b
o
+ b

1

ln W.
1

+ 9.
1 1

(v) Then,

A ,
al

=b1
°2 YPW

A

and a
1
= o for y

Pw

b
= - 1/0

2
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thus, marginal district net' prices can be determined by the formula:

^
In (1-mi) = k - 1/0

2
In W

i

or, 111. = KW. 1P2 \

I

The system neutrality approach can be characterized in DFC terms as: di

(1.4) Ei = riWi +
si

= riWi + m.F.



1)1

= r. [KW. 2] Wi

A -
[1+ b ifi

r. KW. 2

(2.4) R-- = m. E.
si 1

A
b

1

1/BA9)

E - KW1

^
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Clearly, a system neutrality approach does not conform to criteria I and II.

since by design, the purpose is to promote greater "district" and "family price"

discrimination, and explicitly on the basis of state wealth classifications. For

121
criterion I, district price relations yield: A

( bl/

AEi "ri/l_m. riK 1 +(Di 0r,
2

W
2

'

The impact of a change in district Wi on the amount of Ei supportable at

given levels of ri depends upon the district's assigned matching rate and, under

system neutrality rules, mi is uniquely determined by the district's Wi and "system"

parameters. In general, A Ei/AW. is smaller, the the larger is W. since a2 will be
1

negative --- increases in district net price (Pi) will be, bseociated with lower Ei,

all else the same (step (iii) of the Feldstein procedure).

The DFC defined above for system neutrality also yields the relation:

-1 bl

A(Ey = (1-M ) -KW. ; 132)

r.A
"\Wi .

17/ 6E.
/AW1 >0 for

A\

yrN
'

<1 b
1

>0 is assumed throughout.
a
2
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The impact of a change in W. on the amount of Ei ange produced by a unit change

in the district's property tax rate is proportional to a district's local assessed

valuation per a.d.a. For 132 <o anddisyo. as will surely prevail, the system neutral-

ity plan is clearly a "reverse" form of wealth discrimination in price relations.

In Serrano however the court established the strong criterion that such price

relations be exactly zero.

Family price relations under system neutrality are unchanged from those",

described in equation (3). The A Ei/
r

relation faced by families of any i
th

dis-

trict is proportional to W. proportionalinversely pportional to m., which is also a func-

18/ -
, 1

tion of W.:
1

KW.

or.

+(b

A
.....

That is, EV
Ari

is inversely related to W
i

if 6 2 <0 and Ibie
2

1 >1. Only in the

19/
A A

special situation where b Yi 82 = -1 will Ey.
ar K JK

= K and imply FMC.. = FMC.,.A
1

1

The Serrano decision explicitly denies that equal expenditures per pupil is a

required consequence or outcome of state finance systems. The decision further

considered the argument that Ei was a matter of choice or preference of individuals

in a school district and could not be made independent of Wi without losing local

choice. While not denying factors of choice, the court reemphasized that the state

18/ The amount by which Ei can increase for a unit increase in r4 depends upon the

level of W. but since 1R is a function of Ei, the net effect of A r4 on local

.
expenditures depends upoh whether AmilAu is positive, negative, or zero.

/

19/ Feldstein repeatedly criticizes the Coons power equalizing approach because

district power equalizing "requires" y
Pw

= 1, a condition which would-yield

conformity with criterion II!'
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finance system was unconstitutional because the state constrained choices (parent

and district) with'illegal criteria, not because choice is influenced by wealth.

The Serrano decision -explicitly rejected any identity between its own criteria and

those rejected in McInis which would have imposed-outcome standards on public school

expenditures. As in NcInis, the Serrano decision acknowledges the legality of

systems that "... allow individual localities to determine their own tax burden

according to the importance which they place upon public schools." But Serrano

emphasizes that in the instant suit, plaintiffs contentions are "significantly

20/
different" --- Serrano is a complaint against budget constraint standards, e.g.

"discrimination on the basis of wealth is an inherently 'suspect classification which

21/

may be justified only on the basis of a compelling state interest. The system

neutrality criterion would plunge courts into judgments of standards that are, in

the words of the cInis decision, "nebulous" and "so nebulous as to be unjustitiable"

because acceptable outcome standards cannot be created, or managed if created. Who

can tell which pattern of (E1, Wi) outcomes best meets "educaticnal needs?" The

Serrano decision affirmed that courts probably would not try to impose outcome

standards and that defendants had-errored in believing U. S. Supreme Court affirm-

ance of school systems yielding "wide variations" in expenditures per pupil would

resolve the Serrano complaint.

Feldstein's system neutrality criterion fails as an acceptable reform in two

ways... First, it does not conform to Serrano criteria I and II. (Indeed it intensi-

fies price discrimination on the basis of wealth!) And second, it provides a

manageable but totally arbitrary and unsupported norm for school outcomes. (His

only present justification for further consideration being a misinterpretation of

Serrano).

20/ West's, 1971, p. 624.

21/ Ibid. p. 624.
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22/

(4) Power Equalization (Coons, et.al. Proposal)

The class of proposed reforms called power equalizing has a common policy goal
$

to eliminate the need of poor districts'to use higher local tax rates than wealthier

districts to achieve any given expenditure per pupil. That is, for any i
th dim

trict, not the highest wealth district (Wh),and any expenditure per pupil CO, the ,

ratio relation r/r.W.r> f/r
h
W
h
must hold. This effect on DFC's is accomplished by

imposing a schedule of "permitted" expenditures per pupil at each possible local tax

rate. This type of schedule is designated as E
p
=E

p
(r.). The schedules have the

general property that at higher locally chosen tax rates, permitted experidita:es are

also greater,(°E/r >o)-
,

For power equalizing schemes DFCi becomes:

(1.5) Ei = Ep(ri)

(2.5) Rsi = Ep(ri) - (riWi - ciri(Wh - Wi))

Ep(ri) - ri (( i) Wi

Equation (1.5) says that ith district expenditures pen pupil are strictly determibed

by the permitted expenditure schedule. Each chosen local tax rate allows a sipecific

expenditure. Equation (2.5) describes the'amount of revenue per pupil owed-to an

i
th

district-by the state government. R
si

is a function of the locally chosen tax

rate (r.1 ) and local wealth relative to the wealthiest district (W
h

c- W
i
). The

term in (2.5) is a state determined parameter, o < ci <ri. Rsi is equb.1 to the

chosen level of E. minus the amount of revenue per pupil raised locally (riWi) plus

a fraction (ci) of the difference.between the amount of revenue raised locally by

Coons, Clune, and Sugarman, 1970.

?2/ For purposes of this discussion, c. is assumed a constant and equal for all

districts. 1
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ir.and the amount of revenue that tould yield in the wealthiest district,

(c. (r.W -r.W.)). If c. o, then R = E (r.) - r.W. and if E (r.) > r.e r.

si - p p -- i'

being an arbitrary rate of local taxation, Rsi >co. With-c1 ?e, district receipts

from the state are allocated by a
"progresive" schedule; ci = o is a (district)

proportional allocation of state school aid.

Power equal izi rig :reforms -conform to Serrano criteria I and II if each district

faces the same Ep(ri) schedule in its DFC as every other. district and if c. = o.

This can be shown in the following manner.
Expenditures ip each district are

financed by local revenues (riWi) and state transfers (R51). The exact relation

in DFC. is:

E.
i

Ji + Rsi

+ Ep(r.) - r. W
1.

+ ciwhl

Then, AE y _ (i_c.) w. ) and,
4E/

W.
W. + Ar. 1 h

r.c
M. 1

LEn7 and Ar. o_for c. o
t

Criterion II is met if RIC
ik

FIjk"
4Ei

Ar
is identical in each district and not

.

a function of W1.. If 4Ep Alpj
Ar.

criterion II would be violated. But some

power equalizing proposals suggest that E/riWi > r/rhIlh should hold thus implying

(ci>o) and this in effect makes Epi = E6(ri, Wi). Thus, "progressive" expenditure

schedules cause family (and district) marginal prices to be discriminatory on the

basis of state wealth classifications:

c.V1
h



1 1 1

W1

..-

Forc.>6 marginal family cost of E. per unit increase in r. depends upon W. --- a

feature of all supplemental, "progressive" aid systems. .

Criterion I is also met by power equalizing rgormsif permitted expenditure

schedules are uniform among districts and ci = o. That is,

of

LW

(r.)//
p + r.c..

i

There is.a variant of power equalyingdescribed below as coordinated tax

base sharing (CTBS),(whichsatisfies Serrano Criteria with-about the same effective-
. 23/

ness as fu&state funding alternatives. Unlike full state fund and power equaliz

ing alternatives which-inherently require greater centralization of controls over

.
school finance decisions, CTBS promotes greater local school district autonomy than

As currenily enjoye,d. Another side effect of CTBS is the ease with which diversi-

fications of school tax base can,be accomplished without loss of local control or

schooi'tax price equality among local districts. 34,

24/

(5),Coordinated Tax Base Sharing (Stubblebine-Teeples Proposal)---,

The role of state, government in this proposal is primarily limited to defining

the proper state-wide tax base to be used f0( education finance and the process of

allocating that, tax base among competing districts. The tax base could be income,

sales, property, other taxes or any wthbinaiion of these. For purposes of illus-

+ration, assume the state designates property as a proper base and that the state

has determined the state-wide property tax base per state a.d.a. (Ws) is:

d

11 = E W.
s

1=1

Coordinated tax base sh ring is equally certain to conform to Serrano except
for the possible abbera ion in family tax prices noted earlier for wc type

property.

zjy W. C. Stubblebine and R. K. Teepies, 1974.
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Each i
th district is allocated share W

i'
as currently defined: For school taxation,

locally determined rates (ri) are applied to Wi; revenues made available for local

use are determined as if local tax, rates were applied. to Ws. An i
th

district's

,,,

II. We have:

.

, 1 is

( .6) Rsi = ri (Ws-Wi)

This specificat)on of finance constraints conforms to Serrano criteria I and

school finance constraint and state aid formula under CTBS are defined as:

(1.6) E. = r.W

E. = r.W. + R . = r.W
1 1 1 si 1 s

and, I\Ei/// = o; Ey/ = W A(Ei' ) o
AW Ar.s' Ar AW

i1

From the point of view of families, FMC
ik

= FMC
jk

since, whatever the wealth of

one's district of residency, the impact on Ei ,of a unit change in local ri is

exactly proportional to Ws. In effect every diStrict has the state-wide average

tax base per as a constraint on school finance decisions. Di,stricts with

below average wealth, (Ws-WO>o, receive positive State aid transfers. Districts

with above average wealth realize Rsi<o and must make transfers to the state. The

total receipts (of deficit districts) from the state school fund is equal to the

amount of revenue raised within such districts byllocally chosen rates and the

amount of revenue that would have been produced with the same rates had district

wealth been equal to Ws.(ada)i. Total payments to he State school fund are equal

to the surplus of district tax collections over the amounts that would have been

do'
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produced had locally chosen rates been applied to Ws.. Any net deficit (or surplu)

in the state school fund would be financed (or distributed) by assessing a propor-

tional school tax on individual incomes (or an income rebate for surpluses).

Under this plan, state government is used to manage a state tax base for

public schools. But, state government is not required to determine proper expendi-

ture levels, continually update permitted expenditure schedules, or manage compli-

cated, intricate aid programs requiring massive state bureaucracies.

Summar

Alternative reforms of the current system of school finance in California

have been examined for conformity to Serrano criteria. Full state funding and

coordinated tax base sharing, and proportional power equalizing alternatives were

found,to conform; expanded supplemental aid schemes and system neutrality alterna-

tives are clearly misguided reform attempts as judged by Serrano criteria.

An internal conflict in Serrano claims was revealed. Insofar as local

district control is maintained over choice of property tax rates and property

assessed valuation is retained as a major source of revenue (both conditions

approved by Serrano), criterion II cannot be obtained with perfect accuracy due to

the presence of property that creates perceived opportunities to "export" local

tax burdens. There seems no way to reconcile these conditions' and therefore, real

world reform alternatives that retain local autonomy and property taxation must be

judged on the relative degree to which they remove wealth discrimination from school

price determination.

r,,/
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